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utlays for new construction in April continued at the high estab-
lished in the first quarter. Total outlays for the first 4 months of
the year were moderately above the volume for the same period a
year earlier and also above the monthly average for 1964. The
further increases this year have been concentrated in business con-
struction. But all major categories have held at advanced levels.
A feature of the long upswing in new construction expenditures
—which, like the general economic expansion, is now in its fifth
year—has been the relatively balanced character of the advance
among the major categories. In each of the past 4 years private
residential expenditures averaged about 40 per cent of the total.
This contrasts with a high of 54 per cent in the Korean war year
of 1950 and 44 per cent as recently as 1959. Similarly, there has
been little change in the relative contribution of the private non-
residential and public sectors to the annual totals.
In general, adjustments within the major groups to changing
market conditions have been orderly in character. Although private
multifamily housing starts, which had led the expansion in con-
struction through early 1964, have slowed appreciably since then,
they appear to have recovered some early this year. Single-family
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NOTE.—Census Bureau data at seasonally adjusted annual rates. Private residential excludes
farm structures. Business includes private commercial, industrial, and public utility. Data for
recent months preliminary; latest shown, April.




starts have also declined since early 1964 but more moderately.
At the same time, upgrading of the quantity and quality of space
desired in all types of buildings has continued to provide strong
support to total demand and to the level of current new construc-
tion expenditures and to maintenance and repairs. Also, costs—
particularly for land—have tended higher, and real estate values
generally have been maintained.
In sharp contrast with developments in the course of previous
general economic advances since World War II, mortgage funds
have continued ample throughout the current expansion. But
competitive positions among depositary institutions have altered,
and the pattern of net savings flows to lenders has shifted ap-
preciably away from the dominant mortgage lender—savings and
loan associations. Also, opportunities to make loans and invest-
ments other than mortgages have broadened as the general expan-
sion in economic activity has progressed and as regulatory and
other changes have occurred.
The average size of conventional home mortgage loans has in-
creased further in recent months, but additional liberalization of
downpayment and maturity terms has been mainly for loans on
existing homes. Meanwhile, interest rates and gross yields on home
mortgages have held at the reduced levels established 2 years ago,
and fees and related charges have tended lower.
Expansion of mortgage debt on homes has moderated somewhat
from the record amount in 1963, but the growth in such debt on
other types of property has continued to show further year-to-year
increases. Since the period 2 years ago when purchases of mort-
gages by private lenders from the Federal National Mortgage As-
sociation reached record highs, both purchases and sales by
FNMA in the secondary market have been at comparatively low
levels. And although the relative positions of major lending groups
have continued to shift, mortgage markets generally have remained
more in balance than in most earlier postwar periods.
The Housing Act of 1964 and revisions of regulations effective
last year have added a number of factors that are of significance
for housing and mortgage markets this year.
Among the changes under that Act, the maximum loan amount
for single-family home mortgages insured by the Federal Housing
Administration was raised further, from $25,000 to $30,000, and
permissible nonrate terms on conventional mortgage loans made
by national banks and by Federally chartered savings and loan
associations were also liberalized further.
In addition to these changes, the new legislation expanded fur-
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ther the authority of Federal savings and loan associations to
make loans and investments, in certain cases, on activities that
are not directly related to housing. Lending and investment powers
of savings and loan associations that are insured by the Federal
Savings and Loan Insurance Corporation were broadened last year
to permit these associations to invest, under certain conditions, in
mortgages originated within any metropolitan areas outside their
regular lending areas.
Effective at the beginning of 1964, the Federal Home Loan
Bank Board changed its reserve regulations. The new regulations
require that allocations to general reserves by insured associations
meet certain minimum net worth levels based not only on a per-
centage of share accounts but also on an additional sum related
to substandard assets and growth in mortgage portfolios. For some
associations these changes involve larger reserve allocations than
in the past. Recently the FHLBB ordered several associations
that had not met the more stringent reserve requirements to reduce
their dividend rates.
Last November the FHLBB also requested individual Federal
home loan banks to develop guidelines that would restrict advances
to member associations with less than satisfactory lending experi-
ence. In 1964 and early this year a number of the banks raised the
rates charged for advances.
The definition of capital gains on sales of real estate was tight-
ened somewhat for Federal income tax purposes by the Revenue
Act of 1964, but the reduction in income tax rates generally has
been a positive influence on both the demand for real estate and
mortgage loans and on the supply of savings. Also, competition
for savings has continued to broaden this year. This reflects, in
part, the further increase in ceiling rates payable on such funds
by commercial banks, effected last November by the Federal
Reserve and the Federal Deposit Insurance Corporation.
In addition to these and other changes, the effects of which are
still being worked out, the administration has proposed a compre-
hensive bill on both housing and urban development to Congress
for action this year.
CONSTRUCTION _ . t . . . . t ,
New private nonresidential construction activity advanced sub-
stantially further during the past year and in the first quarter of
1965 was running 7 per cent above the same period of 1964. Al-
though residential construction declined during most of last year,
the average for the year as a whole was also a new high. Reflecting
an upturn in starts toward the year-end, the rate of expenditures
for residential construction rose during the winter.
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Nonresidential. Private nonresidential construction has accounted
for three-tenths of total outlays in recent years. The further advance
in such construction this year has continued to reflect mainly a
sharp increase in business capital outlays. Construction of privately
owned schools, hospitals, and related facilities has changed little
since the autumn, and farm construction, in a secular decline, has
continued to dwindle.
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NOTE.—Census Bureau data for private nonfarm units. Figures
before 1959 reflect recent Census Bureau revision for total non-
farm starts and F.R. adjustments for type of structure. Figures
for multifamily in 1945 and 1946 (not shown) were: 24,000
and 73,000 units, respectively.
Business construction moved to a new high this spring. As in
other recent years, however, movements for component groups
have varied. Industrial building activity, which has accounted for
5 per cent of all construction in recent years, expanded sharply
last year after a pause in 1963. This spring it has been more than
a fourth above a year earlier and somewhat above the previous
high in the second quarter of 1957. Construction expenditures in
the office building and warehouse category have tended downward
from the highs reached last spring. Outlays for the store, restaurant,
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and garage group slowed during the first half of last year, but
since then they have moved upward again.
Public construction, up somewhat more than private construc-
tion in 1964, changed little in the first quarter of this year. The
rate of expenditures for highways, which fluctuates considerably,
averaged about the same as in the fourth quarter of last year, when
the average was slightly reduced. But most other types of public
activity continued to rise.
Residential. Both single-family and multifamily housing starts
declined in the year 1964. But the combined private nonfarm
total of 1.5 million units was—except for 1963—the highest in
nearly a decade, as shown in Chart 2, which includes recently
revised data for 1945-58. In the first quarter of this year, the sea-
sonally adjusted rate of starts dipped again, after an advance in
the fourth quarter of last year, but it remained fairly near the
average for 1964 as a whole.
Single-family starts. So far in the 1960's, single-family starts
have held relatively steady at an annual average of under 1 million
units. This level is sharply below the peaks reached during the
1950's when backlogs accumulated through World War II, steadily
rising prices on all types of houses, and prospects for profitable
resale added particular impetus to demands for homeowner ship.
Since then, the ability of homeowners to trade up in a situation of
favorable mortgage terms and rising after-tax incomes has been a
factor limiting declines in homebuilding, particularly of higher
quality houses. Demand for second or vacation houses has also
provided some support.
On the other hand, the number of persons 25-45 years old, who
typically form the major source of demand in the single-family
market, has not been increasing, and this has exerted a limiting
effect on buying of homes. Further increases in costs of land and
of construction may have had a similar effect. So too have the
greatly augmented supply and improved designs of new rental
units, which provide alternatives to buying in suburban as well as
urban areas.
Multifamily starts. Permits to build private multifamily units
declined through most of 1964, and the multifamily share of total
nonfarm starts for the year leveled off at 38 per cent after showing
a steady year-to-year increase since 1955. In recent months, how-
ever, permits for such building have recovered somewhat. In
March the seasonally adjusted rate was at a 7-month high, but
was still well below the peak at the end of 1963.
A factor in the decline in apartment starts last year was the
magnitude and duration of the expansion itself. In 1963 starts in
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2-or-more-family structures had totaled nearly 600,000, almost
triple the early postwar peaks in 1949 and 1950 and more than
double the sharply advanced totals in either 1959 or 1960.
This expansion has brought not only a pronounced increase in
the supply of rental units available but also a reduction in
the number of sites immediately suitable or zoned for apartment
development. In addition, while rents, as measured in the con-
sumer price index, have continued to rise, the unusually high level
of building appears to have made lenders more selective in the
financing of apartment builders.
The shift in multifamily starts has come at a time when eco-
nomic conditions for the nation as a whole remain favorable, when
mortgage money generally continues to be ample, and when under-
lying demographic and related factors—including population mo-















NOTE.—Census Bureau data. Starts are at seasonally adjusted annual rates. Rental vacancy
rates, not seasonally adjusted, relate to vacant, not dilapidated, units available for rent.
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facilities. The number of young married couples and older in-
dividuals, who are characteristically in the market for apartments,
is continuing to grow, and the number of persons reaching 18 years
of age will be 1 million more this year than it was last year. Also,
CHART 4
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NOTE.—Mortgage data based on FHA field office opinions for market areas of insuring office
cities. For conventional, average interest rates for first mortgages on new and existing houses
through March 1960 and on new houses thereafter. For FHA-insured, weighted averages of pri-
vate secondary market prices of certain new-house mortgages converted to annual yield. For
corporate bonds, weighted average of offering yields on public issues, adjusted to Aaa basis,
computed by First National City Bank of New York. Thinner segments of line for FHA-
insured indicate periods of adjustment to changes in contractual interest rate and for Aaa
bonds, no eligible offerings. Latest figures shown, April.
scrappage and conversion of existing structures have apparently
remained high or have been rising. Moreover, urbanization has
continued at a rapid pace, and the scope of multifamily building
has broadened further in terms of the types of structures, builders,
and geographic areas involved.
Regional shifts. An arresting feature of the decline in starts in
1964 as a whole was that it was concentrated in the West. This
decline, which involved both single-family and multifamily starts,
reflected in part the exceptional expansion in that region from late
1960 through mid-1963. Actual or potential reductions in defense-
related activity, an unusually high rate of rental vacancies, and
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lender hesitancy in the face of tightened regulations also con-
tributed to the decline. By the first quarter of this year, however,
seasonally adjusted starts in this important growth area steadied.
In the South, which has accounted for 37 per cent of starts in
recent years, and in the Northeast, housing starts were little
changed on the average in 1964, and in the first quarter of this
year they continued near or above year-earlier rates. Seasonally ad-
justed starts in the North Central States, after a sharp further in-
crease in 1964 as a whole, moved downward in early 1965.
Quarterly movements in starts by region have been far from
synchronous not only in terms of rate and direction of change but
also in terms of timing, as Chart 3 shows. This has partly reflected
changes in the types and sizes of structures started, zoning and
building-code modifications, and other special influences in local
markets. These and unusual weather conditions, along with other
factors, make seasonal adjustment of the individual series espe-
cially difficult. But even on an annual basis, in the 4 years since
1960, starts moved together for all regions in only a single year—
1962. In 1961, starts in the North Central States declined, while
starts in the other regions were advancing. And in 1963, when
starts in the Northeast showed some decline, starts in the North
Central States were in a major upward surge.
Vacancies. Nationally, vacancy rates for homeowner proper-
ties edged upward again early this year to 1.5 per cent of all units
available and fit for use; this was just below the high for the series
in the third quarter of 1963. The vacancy rate for rental residential
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NOTE.—FHLBB (with FDIC) weighted average data on conventional first mortgage loans for purchase of single-family homes.
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HOME MORTGAGE
TERMS
units—a more volatile series—also rose slightly in the first quarter,
to 7.7 per cent, but as Chart 3 shows, the average was still below
the postwar peak—8.1 per cent—in the second quarter of 1961.
Regionally, the pattern of rental vacancy rates has continued to
be diverse. This has been related in part to the pronounced dif-
ferences in the pace of building activity within individual localities
and in part to the level of actual or expected in-migration rates,
which have tended to favor the West. Altogether, while the rate
in the West has fluctuated at an advanced level, the dominant trend
of vacancy rates in the South and North Central States has been
downward for some time. In the Northeast the more recent trend
has been upward, although the level has remained sharply below
the national average.
On the whole, the first-quarter increase in rental vacancy rates
reflected for the most part a rise outside standard metropolitan
areas, where the rate had been exceptionally low in 1964. For
metropolitan areas, vacancy rates continued little changed and
were just below the high reached in the third quarter of 1963.
Among other types of structures for which data are available,
average vacancy rates in office buildings continued to increase in
1964 but by less than in other recent years, and the vacancy rate for
hotels improved slightly.
Mortgage funds remained ample in early 1965, as net inflows
of savings to major lending institutions as a whole reached a record
for this time of year. Nevertheless, the net gain in share accounts at
but, with upgrading, LOAN AMOUNTS increase for both new and existing homes
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based on reports by major types of lenders, including mortgage companies, as of loan approval date. Latest month, March.
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savings and loan associations was the smallest since early 1961
even though most of these associations maintained their dividend
rates.
Repayments on mortgage portfolios have continued to provide
a large supply of funds for new lending. However, over the past
year net borrowings by associations from the home loan banks
slowed markedly. In 1964, outstanding advances rose by only
$541 million—a 4-year low—compared with a record $1.3 bil-
lion increase in 1963. As a result of these and other factors, fur-
ther liberalization of mortgage terms by lenders as a whole has
tended to be increasingly selective.
For new homes, contract interest rates on conventional first
mortgages and secondary market yields on 5
lA per cent FHA-
insured mortgages remained in early 1965 at the reduced levels
reached 2 years before, as shown in Chart 4. Rates and yields on
loans on existing homes showed a similar pattern. Because offering
yields on new issues of high-grade corporate bonds had leveled off
after 1963, the unusually narrow spread in yields in favor of mort-
gages persisted.
At the same time, downward pressures on mortgage originating
fees and related charges have continued. And in the case of con-
ventional first mortgages, which account for the major share of
home financing, data available through March of this year indi-
cate some further liberalization of maturities and loan-to-price
ratios for loans on existing homes, as shown in Chart 5. For new
homes too, the average loan has increased in amount, reflecting
upgraded housing demands and higher prices. Other terms, how-
ever, appear little changed.
On March 31, 1965, total mortgage debt outstanding exceeded
$317 billion. The rate of expansion in such debt has been moderat-
ing since early 1964, and for the first quarter of this year it was
slightly less than a year earlier. In 1964 as a whole, the net ex-
pansion in mortgage debt approximated $30.5 billion.
Homes. Debt on 1- to 4-family properties amounted to $200
billion at the end of the first quarter of 1965, but the increase from
the end of 1964 was appreciably less than that of a year earlier.
For all of 1964 the gain did not match the record in 1963, and it
accounted for little more than half the increase in total debt; in
1953-55 when new construction of multifamily and other income
properties was smaller in relation to total private building, expan-
sion in home mortgage debt had accounted for more than three-
fourths of the total rise.
The more moderate expansion in home mortgage debt in early
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1965 reflected partly the lower level of starts. Also, the volume
of mortgage originations stemming from sales of existing proper-
ties and from mortgage refinancing apparently increased less than
in early 1964 and not enough to offset the further increase in re-
payments. Because of the sharp increase in the size of investor
portfolios, the absolute volume of repayments has continued to
rise, and—for home as well as other types of mortgage hold-
ings—net expansion has continued to require increasingly larger
amounts of new mortgage lending.
Income properties. The increase in mortgage debt on multif amily
and commercial properties approximated $13 billion in 1964 and
accounted for more than two-fifths of the total expansion for the
third consecutive year. The share apparently rose further in early
1965. In addition to mortgages, privately placed bonds and secur-
ities sold in the open market are sources of financing for large
apartments and industrial and commercial buildings. Mortgage
debt on farm properties also increased by a record amount in
1964 and early 1965 and accounted for more than 6 per cent of
the total rise.
Investors. Among the major types of financial institutions, only
life insurance companies and mutual savings banks increased their
mortgage portfolios by more in 1964 than in 1963. For life insur-
ance companies the net gain was larger than for either commercial
or mutual savings banks for the first time since 1961.
In early 1965 only the life insurance companies, the major
lenders on income properties, were continuing to show a marked
year-over-year increase. At the other extreme, savings and loan
associations experienced the smallest net expansion since early
1961, although they still accounted for about half of the total rise
in home debt during the first quarter and for a substantially in-
creased share of debt on apartments and other types of income
properties.
Indicating the close balance between supplies and demands
within the primary mortgage market, total holdings by Govern-
ment agencies changed very little in 1964 or in recent months.
This contrasts with a decline of $1 billion in 1963, when sales in
the secondary market to private investors by the FNMA reached
record proportions.
FORECLOSURE
EXPERIENCE Underscoring the contrast between earlier postwar conditions
and those that have developed in the changed market of the 1960's,
mortgage foreclosures continued to rise in 1964. However, de-
linquency rates declined, as credit screening and collection pro-
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cedures generally were tightened further and as personal incomes
continued to advance.
Although the number of nonfarm foreclosures—mainly on
home mortgages—exceeded 100,000 for the first time in the post-
war period, the year-to-year increase—one-tenth—was the small-
est since 1959. The high point in foreclosures was 252,000 in 1933
when the number of mortgages outstanding was far less than now.
Thus, the 1964 foreclosure rate—at about one-half of 1 per cent
of mortgages outstanding—was far below rates experienced in
the prewar decade.
The incidence of foreclosures has varied appreciably among
localities and has involved mainly Government-underwritten loans,
which typically carry more liberal terms and are designed for
families of moderate income. Not all foreclosures relate to home-
owners directly. In 1963 a fifth of the foreclosures on home mort-
gages held by insured savings and loan associations involved con-
struction loans to builders, according to a recent FHLBB survey.
Sales of properties acquired in earlier foreclosures apparently in-
creased last year. Because of this development and of the more
moderate rise in foreclosures, institutional lenders, the Federal
Housing Administration, and the Veterans' Administration alto-
gether probably held few if any more foreclosed properties by the
end of 1964 than they did a year earlier. This contrasted with a
further sharp increase in such holdings in 1963. In recent months,
as during 1964, the number of foreclosed properties acquired by
the FHA and the VA has generally been running below the level
of sales.
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